Issue

Acissue 12 this proceeding 1y the use of Prevailing Company Price(PCP) methodologies
in determining the price charged to the regulated affiliates of Sprint Corporation by Sprint
North Supply Company. The FCC suggesty that Prevading Company Price should be
excluded from the It of acceprad valuation mizthods for products/services provided by
Sprint North Supply Company ro its affiliates because it fails the “arms length” test
deemed the most reliabie determinant of ratonal ecoromic behavior. The FCC implies -
by its stuted preference for “arms length”™ reiationships - that such refationships offer
regulatery an inherently higher leve! of confidence n trdaragement decisions than that
presented by ceomparable transactons amongst affiliares. Yer with rare exception, the
major zbuses of publw trust in the procurement area fiave been with non affiiate rather
than affiliate entities.

Principal Observations

Upon examination of the affiliate 1ransaction rule changes proffered by the FCC in this
Notice T have concluded rhat the proposed set of revisiony are universally predicated
upon flawed logic, ignorance of fact and unwarrantec fear. The tatter 18 exuemesy
difficult to address  The former two are easier . The balance of this paper wiil be
devoted to exploring instances of that flawed iogwe and igrnorance in the hope of
improving the prodects of this proceeding.

In confrast o the conclusions presented by the FCC in its Notice, I wouold submit dhat -

Sprint North Supply Company competes in both “internai” and “external”
markets that are effectively equivalent in their buying mentaiities

The Sprint North Supply Compeny currently supplies the principal material
requirement; for sl of the Sprint Corporation’s local exchange vonpany
subsidiaries 1t does o without & master coniractuai agreement which binds any
substdiary o purchase anv nagerial products offered by Sprint North Supply.
Instead, Notth Suppiv employs a two-element smaiegy of §)price and 2)service 1o

maintain the business and goodwill of is interrial custorners

The effectiveness of this strategy han been recently demonstrated with the
reassignment - afier extensive munagement evaluatton - of Centrai Telephone
Company's material mansgement requirements to North Supply from Alitel
Corporaton. Sprint s local elecommumeations division managemeri cited bota

lower cost and enbanced service as mazjor consideratons i its decision. The
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decision 0 reassign fulfillment responsibilities to Sprint North Supply for Central
Telephone evidencss the sxistence of certain decision atiributes characteristic of a

fully compeuiive marker -

sindependent authority tor decisions is vested with the customer
salternadve sources of supply are available

enegotable terms/conditions for service are available

eright Of Tescission/employment ur will by botk parties

Collectively. the four marke: autributes produce an internal negoiiating framework
that roughly perallels an open marker. The relanionship prospers or falls unon the
mutaal satisfaction rhe parties derive from the ousmesy wrrangement

Examination of e bustness reiationship hetween Sprint local exchange units and
Sprint Novth Supply Company closely parallels the husiness relationship Sprint
North Suppis Company maintains with its non atfiliate customers. Here again,
with only vory lmited use of coriractual agreement: (only s extraordinary
circumstances; Sprint North Suoply Company has chosen 10 employ price and
service as the critica! strategy components in avquinng and retaining non affiliate
custoiners, Here again, Sprint maintuny an equivalent set of eperating guidelines

W0 BOverT: 1t Dusiness relatiunsips -

sindependent authority for decisions s vested with the customer
valizmative sources of supply dre available
sreguniable erms/conditions for service are available

wight of rescisstionfemployment ar will by both parties

It is our profess:onal opinton that any characterization of the affiliate markets and
non affihiate markets of Sprint North Supply as distnctly  and necessarily -
different in their construct - and conduct - 15 & mischaracterization of both the
marker mecharisme and the individua! parucipants. Furthermore, we have
concluded that because participants in cach of the respective market segments
exhibit « high degree of vimilurity in their approach to business relationships they
will evidence similar behaviors when presented with price and service
comsideratons  Therefore, I see no reason for Sprint o continue o distinguish
beiween these two market segmens in regalatory representations ror 1o endorse
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any artificial differencation in the way North Supply is peroitted o address 115
respeciive markets.

Prevailing Company Price equates to “prevailing competitive price® for both
affiliate and non aftiliate transaction matters involving Sprint North Supply
Company

Sprint North Supply’s pricing methodologies cffectively provide a price range on
itz products that closely parallel the racge of prives uvailable on the open market.
The compamy methedology groups equivadent products (e, putential substitutes),
adivets for volume avd adminisrrative costs and sers target pnces for all customess
-affiliate and non affiliates - in a nondiscriminatory manner. Since 1974 the level
of nun affilate vaie- has continued (o grow steadily - in proportion to its affiliate
sales » olfering conclusive evidence that the price charged by Sprint North Supply
is ar teast wathin thy range of market wlerance. Given the fact that Sprint Norh
Stiprly has not set its prices with the intent of maximizing ity non affiliate marke:
share it is reasonable w2 conclude that s prices are sufficiently competitive with
those available frem other sources o be dezeread acceptable by the FUC as
“erevading”

The use of a “prevailing competitive price” is the only feasible means of
administering transactions conducted by Sprint North Supply Company on
behif of the Sprint Corporation affiliates

Sprit North Supply Company serves as the principel purchasing agent for all of
ihe Sprov Corporation’s focal exchange company subsidiaries as well a5 pver
12,000 non affiliaie enddes. In it capacity as a wholesaier 1o those ennties 1
reviews, evaluates and ulumately acouires wens of thousands of products,
replacement components and materials  Sprint North Supply must contnuously
reevaluate the delivery schedules of ity supphiers, wocking levels and dernand
forecasts 1o halunce the potential econoniic benerit aval able 1o its clients offered
by consolidated procurement and its material handling costs for shioping,
warehousing and ayset accounting.

The use of a uniform prevailing company price for both affiliates and non
atf:listes provides Sprint Neorth Supply the sbiuy to normalize for periadic
managament purchasing decisions which may temporarily increase/decrease the
unit price of its varicus supported products, It also provides customers - both
affiliate and non affiliate - o degree of price certainty evident within a tully

competitive market
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CorComwWieh Xooerialcs

The propused 75% standard for the use of prevailing corapany price (PCP) is
unreasonable and unuchievable in a fully competitive market

The FCC hay proposed in this Docket w deny Sprint - and the wudustry - the
option to use Prevailing Company Price methods for charging subsidiaries for
purchases from Sprnt North Supply unless it can demonstrate that over 75% of
Sprint North Supply's sales are 10 non affiliates. {t is unclear from the Notice the
evidentiary pasis for rhe recommended 75% level However, one can only
conclude that the FCC has independently determined the proposed standard to he
reasonable to achieve

In fact, the standard appears unreasonable 10 either attain and/or maintain in the
current marketplace  bor both Spinnt North Supply - and the industry as a whole -
the 73% level represents o virtuallv irmpenstrabie barrier  No affiliated
procuremesnt organtzation thal we are famtiier with currently sutisfres the
proposed reguirewnent.  Currently, Spunt North Svpply Company derives
approxunately 61% of its revenue rom non affijiae sales. This represents the
highest attained level of non affiliate sales of any affilisted procurement
organizaiicn subject to this procgeding, That achievemert & the product of an
extremely aggressive sales effort on the part of Sprint North Supply conducied
over two decades 0 find additional domestic aud i twrnanonal markets for

products/sersices it s currenily authorized w oftern

In order for Sprint North Supply 10 sabstannally improve its relative performance
against the proposed FCC standard, Sprint North Supply must effectively de-
emphasize ts wupphier role o the Spriot affiHates or substannally increase its
competitive =ffectiveness in non affihate markets. A decision to employ either -
or both - ot these siratepies would offer no sabstantive benefit o the local
exchange curner units in the future which we believe is 1 major consideration
ignored in the promorion of such a requiremant  Any de-emphasis on aftiliate
procurement could produce (nventory shortages, increased orcer intervals and
higher matenal prices w the iocal exchange companies.

Increased non affihate sales could only be achieved at the expense of anciher
supplier and ai possibly unattractive termsfeonditions. Over the past decade.
Sprint North Supply Company has pursued an aggressive - but prudent - strategy
which balances ‘niemal commitments 1o affiliate chents with the attractiveness of
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non affilinte markets  Despite its aggressivenegss, thar strategy has allowed Sprint
North Suppiy Comypany to only shightly improve its relative proportion of nop
affiliate sales i recent vears. Sprini North Sapply § relatively smali increase
non affiliate sales over the past decade refiects the increasing cornpetition from
other wholesalers und munufacturers. Based wpon current market ¢conditions it 18
reasonable o conclude that noither Sprint North Supply Compaay nor any other
party to this proceeding cuan achieve comphucce with the proposed FCC
reguirements without significant realignment of resgurces and some consequential
degradation of its affiliate commutment. That would be ar undccepiable tradeotf
and represent a willicl abrogation of public responsibility on the part of the

corporatior if it were authonzed.

With the likelihood of achisving the 78% standard highly improbable - if no
impossible, 1t can only be conciuded that achievement of the standard is not a goal
sought by the FCC in s proposal. lnsiead, the FCC proposes 1o kngwingly
establish g wrandard oo one s able or willing to pursue.  Thiy 13 not only

unreasanable it constitutes punittve reguiation.

The proposed 78% standard for the use of prevailing company price (PCP) is
unnecessary in a competitive market

The proposa: by the Commission o restrict the use of Prevailing Company Price
methodelogies in situations where companies can demonstrate that over 75% of
those transactions are with non affiilates suggests that aftiliate transactions based
upon Prevazling Company Price methodologies have an inherent bias that
disadvantages regolated atfiliates. The imposition of such a standard suggests
that such bias can only be mingated by the elimination of PCP or by the addition
of significant le «els of non affiliate market demand.

First, the Commission has not nwrodugced in this procseding sufficient evidence
suggest that such bias does. i fact, exist or f it does exist that the wnposition of

such a standand will result w any ur proved cost w the regulated units.

Second, the need w0 encourage growth o non affiliate demand Is unnecessary.
Sprint North Supp'y Company is an independently maraged unit of Sprint
Corporation responsible for 18 owrn finanvial performance. The company has a
significant stake in the non affiliate business market which it must defend against

competitive encroschment and saiisfy dew reqatrements. With the proposed

Lo IO Ao b -6~



deployment of new telecommunications networks n the next decade by aon-
traduionsd players it is reasonable to conclude thar North Supply wiil be
aggressively pursuing the business opporiunities they present. Any standard that
ihe Commission may Choose 0 imposc in that environment is completely artificial
and lacks any correlation to the market performance of ewher Sprint North Supply

Company of any other competitor for that business.

The proposed 75 % standard for the use of prevailing company price (PUP) is
theoretically unsupportabie in a competitive market

The Commission offers a0 supportable research to conclude that attainment of a
75% non affiiae revenue componeat is i the public interest. A review of
professional lnerature related 10 - and academic research conuucted on - affiliate
transactions fails to offer any theoretical foundation for the establishment of the
proposed swsdand.

Corventona: market management theory suggests that any marketing strategy
which endeavors 1o produce a defined mix of revenues (such as that envisioned by
the FCC for complience) can only be achieved by utilizing discrinunaiory pricing
methods 10 achieve  Given the restrictions on pricing szt by the FCC in Docket
B6-111 any use of digeriminatory pricing 10 achieve the desired standards
proposed in this docket would be a violation of the rerms prescribed by tha:
proceeding.

The proposed 75% standard will effectively reduce the buyer intfluence
avaiiable by the affiliates over the operations of Sprint North Supply
Company

The achievement of tull compliance with the FCC test by Sprint North Supply
Company will require: ajsignificant reallocaiion of existing resources within
Sprint North Supply Company, biincreased sales and murketing expenditures,
cincreased mventory commitments (hoth stocking levels and catalog items) and
disystems macagement enhancements.  These changes would constitae a
sirategic shift in the directonal development of Sprint North Supply Company as

well as s vaiue w Sprin: Corpuration which canvot be easily correord.

Comphiance wili bave the effective reselt of reducing the buyer influence which
can be exercised anoa North Supply Compauy by the regulated subsidiaries of
Sprint Corporaton.  As the collective bargaining power of the affiliates

diminishes thev will have less ability to preserve the exiraordinary service
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conditions now provided them by Sprint North Supply without supplemental
finanicial convideration.

The proposed 73% standard could jeopardize the service commitment to the
Sprint affiliates

The Sprint Noreh Supply Company s responsible for ensuring operating units of
Sprint Corporation are adeguately supplisd with material and services necessary
to achieve their respecrive performance geels  Desplie the fact that Sprint Norcth
Supply genersies more revenve from it non atfiliale customers s primary
commitment to service has been, is and must conrinue 1o be ifie affiliated business

urats of Sprint Corporation.

Any failure on the part of Sprint Nortn Supply to effectively sausfy the
performange expectatzons of the Sprict affiliate entities could resuft in the
withdrawai oof the sffiliates as customers of Norh Supply. The establishment of a
mandated rarge: for nen affiliae sales introduces » potental challenge 1o North
Supply’s cormmtmenis 10 the Sprins affiliates.

Conclusion

The burden of gaming pubiic accepiance for business relationships between Sprint

aftitiases and Sprint Morth Sapply Company must be borne by Sprint munggement. The

benefit provided to Sprat affiliates by that associaton cannot be replaced or replicuted by

any other mstitutional reladunship - it can oply be aggressive!y detended by management

in every public forum offered w it Any willingnesy 10 accepi further restrictions upon

that refadonshin witl virwuedly foreciose any opportundty tor the Sprint teiephone

company atfiliaes 1 retaw comperitive nanty with new iarket entrants.

Crene s
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Avihoi:

Mr Mann is 4 Managing Vice President of Greenwich Associates - a manugement
consuiting firm specializing w wlecommunications indusuy issues. Mr. Mann holds &
B.A. from Grazeland College, ML A and Ph.D. from the University of Missouri. He has
tectured extensively on issues of affiliate relationships and has authored several aracies
including “Affiliate Interests: Strategic Imperative or Regulatory Impediment?”,
“Directory Publishing: Affiliating for Advantage” 111G “Restoration in the Midst of
Revotution: Affiliate Interests and the Information Highway'. Additionally, Mr
Marin has wsufied in 2 aumber of state regulatory proceedings on issuey of organization
design and atfibate relationships.
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Attachment 3

An Assessment of the
FCC Notice of Proposed Rulemaking
on
the Affiliate Relationships of Sprint/United Management Company

{iregory Loyd Mann, Ph.D.
Managing Vice President
Greenwich Assaciates

Introductios

Affiliate interests remain one of the most widely sxamined and debated subjects i the
telecommunications industry - Public hearings and regulatory inguiries into attiliate maners
have been conducted by over two dozen stute regulaiory agencies, the Federal
Communications Commiss:en, the National Association of Regulatory Uity
Commissioners, the Uniied States Congress and a pumber of trade associations during the
past ten vears. Despite the extraordinary attention given to the subject, public opinion
regarding the merit ¢1 such relurionships bas not been ahered significantly - nor iy it
expected 10 in the near future without substantial improvement in the way such business
activides are represented w the public.

The FCC 1n Dockat 93251 suggests once again that large complex organizations such as
Sprint are inhererdy less efficient than small companies in the delivery of
telscommunications servics<. [t implies thar atfiliate relatonships contribute o the creation
of unnecessary layers of management expense which are toleraied nnly bscause such
extraordinary expenses are jecoverable from rate payers of e regulated subsidianes. The
FCC recommends a series of changes to the current affiliate transacuon rules specitically
designed o demonsgate that inzlficiency and excessive costs 3o exist - whesher or nat they

do
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One such ruie change :s the application of an estimated fair market value test (EFMV) o all
rransactions involving the performance ol services by one affiliate for another. Service
transactions prin¢ipally constitute activities performed by corporate parent organizations on
behalf of their subsidiary business units. The affected services generally comprise ¢ssential
legal, financial, managerial and technical activities that, if performed independently, would
engender duplication of etfort. additional cost and the increased probability of inconsistent
reporing.

While it remains unstated 1n the Notice it is reasonable to conclude thar any service - or st
of services - which fali 1¢ meet a prescribed “rarker test” would be prokibited or its use
discouraged for the future  This rather summarty approach fails o consider the many
intrinsic benetits of centralized services not always evidenced in statistical exercises such as
EFMY,

We do not mean 0 unply by our comments that esumates of fair market value are not
umpoitant measures of relative cost and performance. and where the confidence level of data
used in the esumate 15 high, the use of EFMV methndolegies mert consideration.
Similarly, where EFMV output can provide management a mzaningtul foundation for
decision making we would endorse its use.

Neither of these situations exist in proposing use of an EFMV test 1o corporate services.
The relative confidence Jevel for market prices is exiremely low as evidenced by a number
of benchmarking surveys and value siudies underaken in recent years by members of the
mdustry. Decisions 10 centralize and decentralize services have been in respornse as much
to wechnological advances. (icreased business risk, customer expeciations and productivity
goals as simply 10 achieve parity with some target cost. Managerem mast coptinue 1o
baiances efficiency (costy and cffecdveness {customer saustaction) 10 ensure its future
success, lnordinate emphasis on the use of a4 singie msasuremeant such as EFMV faiis 0
recognize the importance of that balance to the public.

The impact of the FCC proposed change to the Unied and Central Telephone Companies’
operations of Sprint cznnot e Dveremphusizad. Sprint/United Management Company
(SUMC) servse as the centralized managerial control potnt of the United and Central
Teiephone Comparves :n financial and adnunistrative matters. SUMC acts on behalf of
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these affiliates in fulfilling the legal and regulatory obligations commem o all of the

husiness entities,

The staf? of SUMC funcuons as both a determinant of corporate straiegy and 4 pnimary
control mechamsrm for affiliae compliance to that corporate strategy. This staff provides
directional suppcert to management and staff of the suvsidiary business units necessary for
the business unit to Tulfill its ussigned role i the corporation's strategic plan.

The Sprint Boazd of Directors has established an extgnsive operational role for the SUMC
corporate staff. Performance of this role generates a set of administrative costs ultimately
charged to the Service Agrsement and subsequently assmigned to the subsidiary business
UIILS TOr reimbursement.

The magnitude of cost incwred by the staff of SUMC is dircetly comrelated to the rofe
defined by the Sprint Board of Directors for them in the management of the corporation’s
enterprises. Companng SUMC costs w0 other companies in the industry would be both
inappropriate and misleading since this role varies significantly across the industry as
companigs have sclected different organizational structures and operational strategies to
rursue thetr independent objectives. Likewise, Other companies respective Cost structures
vary signiticantlv as a reflection of their organizations and operations. Any comparison
between them iy jucrzasingly wrelevant both because of the Hmited comparability and the
changing orgamzational composition in response to alrered market conditions and new

soTporate gouls.

Goals provide the corceptual framework within which the Sprint Board of Direciors gnd
management have pursued various corporate straiegics. Goals have also served to shape
the orgarizational sructure and affiliate relasionships which exist between corporaze staffs
and the subsidiary nuziness units It is from these goals that the set of corporate services
provided under the ~ervices Agreement emerge as critival management activities.

Academicians and business practitiorers generally agree that goals give definition and
nurpose 1o the decizions of management. Goals presgribe the breadth of alternative
orgamzational structires and mnanagement relationships which would be considered suitable
1 the achievernent of the corporation’s objectives. They narrow management's devision
Forizon end simplify its decision processes  They also serve w pre-determine vertan
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Precept

Four pnnciples govern urganization design and provide the necesiary se: of parameters
around decisions of organizational structure and management relanonship, These
principles define s planning envelope for management 10 use in the achievemen! of ity
corporate goals and objectves. Brietly siated these four principles are:

sorganizancnal strucwures are defined 1o facilitge the effective execunon of
corporate strategies

sorganizational structures change o reflect changes in carporaie objectives
and business strategy reguirements

*business umt autonomy s determined in accordance with sirategy

requirements

‘business urit strategies are subsets of the corporawe siraregy and exist 1o
Faifill corporate objeciives

Academic Hierature continues 10 advocate - anc the best business practice continues o
demonstrate - the importance of these four principles in strategic business management
There 18 nothing to suggest, in eirher the operational requirements of the
telecornmunications business or the regulatory processes which govern it, thai disregard for
hese principles is prudem or proper.

Organizational Perspective

Sprint has structured its supsidiary business units around a bi-modal format  Individual
busmess units are grouped beneath senior corporate officers who provide managerial
support for the respectiva business units. The organizational structure provides functiona:
segmentation and specialization bhetween centralized staff organizationy and their
decenrralized operating subsidiary counterparts. In this witangement strategic policies,
procedures, practices, programs and products are defined al @ cousolidaied level and
assigned to the subsidiaries for implementation. The work products ceveloped by the
staffy are specifically designed o achieve specified corporate goals and objectives endorsed

by the corporate board of directurs.
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Managenal speciaiizatuon such as that employed by Sprint defines two primary management
oles for the headguariers siaffs

Control - the process of resiricting the potential set of acdons of
substdiary rianagement © a preseribed sei of alternatives which are
consistent with approved corporate goals and objectives.

Coordination - the process of directing business unit resources to
a specific set of operaddone! and managerial priorities necessary io
achieve predermined Corporate goals and ebjectives,

HBoth management functions are critical to any organizanon's mission and are essential
regardiess of the specific drgamzational des:gn. [n multi-unit organizational structures such
as th2 United and Cenaal Telephone Companies, resource contro! and coordination are
gxemely important to cost effective management. Conwol is essential o ensure continued
iegal and regulaiory compliance in a constanly changing business enviroamens.
Coordination is necessary to ensure operational continuity and rechnological compatbility
in the subsidiary business units.

The full benefit of control and courdination principles. however, (s not recognized by
measuraments such as the EFMY because benefit iy largely accrued at the subsidiary level
rather thun ar the corporate level and cannor be easily ransiaed yro specific expense
categories. L comes i the fornmn of shorter repair wntervals, lower capital requiremnents,
enhanced preventive mainterance programs, shoner produc: develupment intervals, higher
qualiry rransmission levels «ad a myriad of other operarional improvements at 1he operavng
comminy evel,

Ry maintaining a broad levef of involvement by the SUMC statf in planning and operations
aetivities of its subsidiaries, management empioys 1 highly participatery ofganizalion model
that establishes the SUMC departments in leadership roles tor now and in the future,
SUMC staff have intimate knowledge and understanding of the bus.ness enhanced by
rotational assignments, e, In an industry such as telecommunicationy where the future
otfers so sauch uncestainty exwaordinary coordination and comirol is essential to ensure

responsive and mesponsible management decisions by the corporation,
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The nged for sirong directonal conurol is even more clearly essential for the United and
Central Telephone Companies’ local exchange operaitons because of the relatively small
size of its individua! stare pperations and geographic dispersion, 1he Unsted and Central
Telephone Companies’ total local exchange operations roughly equate in access lines and
customers 10 2 number of single state local exchange carmers {e.g.. New York Telephone,
New Jersey Bell, Pacific Telephone, Hlinois Bell, Chio Beil, Beil of Peansylvania; who, in
oul opimon, benefis immensely in both orgamzancer choice and cost sttudiures from
geographic conceniration of customers,  Sprint lack: that highly favorable concentration of
customers and, theretore, pas lmiteq organizatwonal choices and himited aliemative cost
structures,

Findings/Conclusions

Examination of the FCC proposal has led us to conclude a number of deficiencies exist in
the FCC'e rationale for changes w rules. These flaws diminish the reliability of any
application to service ransactons - especially those involving Service Agresment expenses
tncurred by the United and Central Tolephone Cumpanies’ local exchange unirs.
Specifically. we suorit tha -

The composition and cost of centralized services provided to
subsidiary business units is a function of the Sprint organization
model and facks any eguivalent buasis for determining estimated fair
market value

The Spriat board of directors hus established a two-uer organizational sfructure in
which it has grouped all subsidiary business umits. Services provided to the
subsidiary business urits are determined by their universal need and economy.
Costs for such services are assigned 1o each of the recipient organizations asing a
consistent cost aliocation method for all subsidianes. The proportion of cost for
any corporate servige assigned to a subsidiary will vary in secordance with the total
incurred cost by the corporate department and the method chosen r¢ allocate the cost
© the business unit.

The affiliate cost w the subsidiary busineys units for services provided by the
corporate staff is « reflecton of the scope of services provided it under the S2rvice
Agreement. The Umied and Cenwal Telephone Companies have determined thar it
Is in their best pierest 0 have a corporate staft A SUMC that provides » fairlv
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extensive array of professional and technical ssevices. This approach results in
relatively large allocations by SUMC 1o the affiliatas for the cost of thove services.

Some members of the telecommunications community have setlied upon different
organizational struciures, defined their rorporate role smaller and, therefore, have
incurred less affiliate expense and more direct local expense. Still others have
sought to centraiize as much as possible o their corporate center. The result hus
bean the notuble absence of any uniform orgunizetional model upon which valid
comparisons might be made .

It is the opinion of Greenwich Associates that without a generally accepted
orgamzaticr.al model ary erempt to gauge an ostimuted Yasr market value for
corporate services would be unfair and unprofessional,

The complement of corporate services provided by SUMC to its
affiliate units is comprehensive and consistent with the strategic role
defined for the corporate staff,

SUMC properly employs & professional corporate staff organization to augmen: the
management resources of the United and Centrai Telephone Companies’™ business
units. The corporate staff is responsible for the development of policies, praciices,
procedures, praducts and programs necessary (o achieve corporate defined goals
and objectives. Furthermore, the staff serves w0 control allocation, und coordinate
the use, of corporate resources by the affiliate business units. By endeavoring o
extend corporate responsibility to resource coordination und control, SUMC has
legitimately broadened the scope of support avaiiable through centralized resource
management. In deing so, it has outlined a panicipant role for the corporate staff in
the operasions of the affiliate husiness units.

it is the opinion of Greenwich Associates that the complement of services
provided by the corporate staff 15 sufficient to ensure this participant role is
beneticial o the affilate and does not represent additional cost to the affiliate units

in the performasice of their assigned obiectives.
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The services provided to the affiliate business units constitute
affillate transactions which represent the primary mechanism
avatlable to achieve standardized operations of the United and
Central Teiephone Companies’ business units.

Sprint has organized its various business lines into subsidiary business units with
their own boards of directors and managers The management group of each
business unt is responsible for the attainmen: of centain corporase prescribed goals
and objeciives. Cenvuiized corporate services offer the primary means of providing
umicrm direction to the subsidiary management groups in the achievement of their
respective goals and objectives.

Sprint’s local exchange operations cunyist primarily of busiress units that have
been accuired fromm other telecommanications corporations or were independently
managed prior 1o acquisition. In each instance. Sprint nas found it necessary o
ensure the goals and objectives of the ngw units are consistent with those of the
corporate board of directors. The affiliawe relatonship approsch provides the means
w extend corporate priorities into newly acquired business unhis and achieve
operadonal uniformity without direct manageria! conaoi of subsidiary affairs. The
development of uniform policies, practices, provedures, products and programs
provides the means o introduce new concepts into the subsidiary business units ar
approximately the same nme. This facilitates operatonal integranon and
standardization of newly acyuired subsidiamnes w a mananer not otherwise
achievable.

Estimating fair market value for the carriers will be cost-prohibitive
and unmanageable as the scope and scale of corporate services
change in the future

The current set of cotporate services have been estublished (o suppurt the
achievement of prescribed goals and objectives outlined by the corporate hoard of
direciots. As goals end objeciives are altered to reflect new business opportunities,
changing legsl and regulatory responsibilities or new corporate agendas the
responsibility of the cotporate staff will change  reflect its newly defined role.
Such change could cither broaden or narrow the scope of corporate involvemen:
depending upon the particuiar situation
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The proposed introduciion of a fair market value test for services would, in these
conditions, reguire almost continuous examination of both the services being
provided aid their respective cost. The enormity of such an undertaking deties
serious consideraiion when the relative benefit of doing so is highly questionabie.

It is the opinion of Greenwich Associates that management must continue 0
have the flexibility to modity the complement of services it provides to its
subsidiaries  Any effort to restrict management’s discreiion by subjecting iis
COrporate service Costs W artiticial examination - either in advance or arrears  of ity
decivions iv an unwarranted intrusion upon the private secior’s freedoms of
operation.

The current set of corporate services reflect an effort {0 leverage
critical management talent throughout the subsidiary business units
whick wili not be reflected in any calculation of fair market value.

The United and Central Telephone Compames are comprised of a number of small
business units engaged in the local telecoamnmunication business. The relatively
small scale of cperations (when compaced 0 the Regional Holding Company
business units for these business units cesults in a large scape of responsibility for
the SUMC staff und management. Financial corditions do not permit reteation of
highly speciahized staffs 1o support narrowiy defined areas of support. Subsidiary
business requiremen’s demand general managers capable of addressing many issues
- 7Ot JUST ONE o1 TWo

Management pozitions within the United and Central Telephone business units
provide hiraned opportunity for specialized skill deveicpment. The limited need for
specualisty makes empioyment of such skilled resources by subsidiaries
uneconomicai and unjustihabie The consolidation of certain planning, pelicy
development and :ystems mechanization acuivities o corporate as staff
responsibilities 1y a reflection of the ueed for such talent in the planning and
management of the business, the hmuted availability of such expertise in the
subsidiary business units and the oeed to leverage the available resources

throughout the corporation.

Tt 1y the opinwn of Greenwich Associates that the corporate staff’ provides
cifical alent o e subsidiary business units not atherwise available from within
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their own orgunizatonal urits and s not recognized by reliance upon EFMV
principles 1o soiely establish benefit.

Affitiate relationships provide the means to narrow the technological
and managerial variance between business units.

SUMC provides services 10 a set of affiliate business unics which vary in size,
cumposition, rechnological and managerial capabiity. Most have been acquired
through financial agreements from other parties in whatever state they then exasted.
Managemeant vontitaies 10 seek improvement in the technological and managerial
proficiency of 1ty busingss subsidiaries throagh broad applicauon of knowledge,
skills and talents developed within iis subsidiary organizations. The goal has been
10 close any gape which exist between the urits simply because of size,
CoMPpOsition or previous mansgement prioriues.

The commitment of management to advance the technological and managerial
capability of the subsidiary business units is cssential to achigve maximum benefit
from new tzchrelogies and procedures.  Technological standardization and
managenial uniformits provide the basic for cost contalament strategics and total
quality management commiments.

It iy the vpinion of (rreenwich Assuciates that SUMC - through s seaff
services - appropriately directs the improvement of its affiliste business units in
areas which imoact drematically upon cosromer’s expectations of service and
service cost.  This constitutes one of the major benefits of centralized staff
organizations that cannot be derived through contracting with outside parties 1or
support in tha: siuation, secondary benefiv of the relationship accrues to the party
who dmproves their refative experience and performance.

The estimated fair market value of services is extremely difficult to
measure objectively, changes significantly over time and is easily
misrepresented by interested parties

In contrast w physical assets which are tangible - and the relatve merits of which
<an be readily deternined in the market - it is far more difficult w measure the worth
of professional and technical services than is suggested by the FCC in Docket %3-
255, The very imprecise natuse of services leaves professional and technica:

services highly susceptible to individual interpretanon. This single fact severely
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limits the utitity of any valudiion e ransactions other than the one for which & was
originally done.

Conventional valuvaton methodologies have generzily subjected physical asseis w
three primary tests in the conduct of establishing their relative worth -

Comparabiiity - the relarive similarity in physical condition and
utility as other items represented (0 be identical

Availability - the relative ability 10 substitute a comparable asser
for the subject without extraordinary cost or effort

Capability - the technical properties and funcuonal utilny of the
subject asset 1n meeting the need of the acyunng party

In each instance. the physical properties of the asset are readily discernible o the
valuing party. The physical presence of the asset, therefore, reduced the need for
assumption and discount in the valuation process.

In contrast, services have no physical properties, no visible state and, therefore, no
vasily discermible value to the beholder. A suitabie set of piofessional and wechmical
services with which {0 compare e subject service is virtually impossible w
assemble in the highly fluid and relatively undisciplined services market. Withow
an accepted base of services for comparisan with the subject service, a conclusion
reganding refative worth is tmpossible to draw without stepping across the line of
professional responsibility and integrity.

Similarly, the relatvely low enmry barrier w the professional and technical services
field presents the evaluating party with an almost infimte number of service
substiiutes. “the relative market volatility creared by free eniry and exit of
professional service firms and practitioners precludes any semblance of long term
pricing discipline amongst the participants, Without adequate controls on entry-exit
of the marker we have no effective governor on “market price™.

The very limited sei of entry-exit controls on services further proscribes the ability
of an appraising party 0 ¢ftectively gauge professional competency. This s
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extremiely critical when ore considers the ract that one’s employment of any
professiona’ is predivated upon the assumption thar an individeal - or firm - iy
sufficiently competent and capable t satisty one’s needs.

It is the opinion of Greenwich Associates that any proposed changes to the
regulatory rearment of services offered under the terms of the Service Agreement
between Sprint Unued Managsment Company and s affiliate business units iy
unwarranted and unnecessary. The ramily or services provided are needed aind
necessary to fuifill the duties and obligations of the subsidiary companies; they do
not duplicate - Full or sn part - services performed by the subsidiary companies
themselves; they represent competent and capabie subject matter experts and
decision support systems that muy not otherwise be available to subsidiary
management

Similarly, we submit thar any effort by the FCC to establish any service cost
thresholds, boundaries, targets or guidelines for affihiate services is equally
unwarranted and vanccessary. We believe that any such proposed threshoid,
boundary, target or guideline Is arbitrary, capricious and totally without ment. The
current regulatory processes offer sufficien opportunity for the public 10 review
actaal costy incurred {or affiliaie services and determine their appropriateness
without the establishment of artificial puinis of judgment.

Finalty, we ask for the Commission 1o reconsider its extension of EFMV (o affiliate
services. While it may seem to some parties 4 poential method of calculating the
relative efticiencies of centralized staff organizations it is a highly unworkable and
unreliable process. It is our opinion that it will prove o be of extremely hmited

value to rither improved regutadon or improved managemeni decision making.

Qwerall, it is the opinion of GGreenwich Associates thur the managerial
relauonship between the subsidiary business units and the corporate siaff reflects
prudent and proper management . Furthermore. the relationship reflects & mutually
beneficial arrangement on the part of all individuals and organizations and is
consistent with sinuctares employed by the corporation's indusiry peers. We find
ao reason for the FOC to suggest increased oversight 15 aecessary to preserve die
public interest or promote eny stiructural change 0 the affiliate relationship that
currently exists, Any consequent change w e carrent relationship should reflect a
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change in corparate straiegy or business interest - nov the expressed desires of some
portton Of the wgulatory comnunity.

s}

Crrganas Lol Assogatse !



Axthor

Mr. Mann is a Managing Vice President of Greenwich Associates - a mapagement
consulting tirm specializing .o telecommunications ndustry issues. Mr. Mann holds &
B.A. from Graceland College, M.A. and Ph.D. from the Umiversity of Missourt  He has
iectured extensively on issucs of affiliate relationships and has authored several articles
including “Affiliate Interests: Strategic Imperative or Regulatory
impedimeni?”, “Directory Publishing:  Affiliating for Advantage” and
“Resturation in the Midst of Revolution:  Affiliate Interests and the
Information Highway”. Additionally, Mr. Maar has esufied in a number of siate
regulatory proceecings on 15sugs of organizaton design end affilite relattonships.
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